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Cost and Management through the courtesy of N.A.C.A. 
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SOVIET! MOTES 


A Message from Our President 


As we approach the end of another year of continued 
progress it is reassuring to note that in spite of many unusual 
problems and challenges our national development assumes still 
greater proportions. “Business as usual” within a setting of in- 
ternational tension and strong inflationary forces has been a 
new experience taxing our resourcefulness, patience, and sta- 
bility, but our priceless institutions of freedom, justice and 
personal dignity have withstood the test unimpaired. 

It is pleasant to reflect on these achievements while look- 
ing forward to still better days of peace and progress we can all 
contribute toward realization of these objectives by employing 
our talents honestly, and by advocating and practising the 
principles of right thinking and fair play. 

From personal contact with our membership across Canada 
it has been inspiring to observe the loyalty and friendship that 
exists within the organization. It is difficult for all our members 
to know each other but because of common interest in our 
fundamental objectives the spirit of unity is unexcelled. 

It would be a wonderful experience to have a family party 
of our membership at this season of the year but since we are 
unable to arrange for such a pleasure may I express through 
this medium my sincere thanks for your many favors, and very 
best wishes to all for Christmas and the New Year. 


G. I. MacKENZIE. 
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HAMILTON CHAPTER SPONSORS SERIES OF LECTURES 
FOR JUNIOR EXECUTIVES 


The Hamilton Chapter has established another mark of 
achievement in successfully sponsoring a series of lectures for 
Junior Executives. 

In their letter to the chapter membership announcing the 
lectures the committee stated: “For a considerable time, it has 
been felt that there is a need for a lecture course directed at 
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Junior Executives who have acquired an educational back- 
ground and experience in their special fields, but wish to pre- 
pare themselves for positions with increased responsibilities, by 
widening their outlook on fields of general interest in industry 
and business, not generally covered by the specialists’ education. 


“The intention of the lectures is not to develop specialists 
in any one of the fields covered, but to give the participants a 
broad view of the terms used daily in connection with the lec- 
ture subjects and the main considerations governing these 
subjects. A short discussion period will follow every lecture.” 


Four lectures are being given for each of five subjects as 
follows: 


1. Taxation 
The Federal Budget and Taxation; Corporation In- 
come Tax; Sales and Excise Taxes; Special Tax Con- 
sideration as, for instance, the connection between 
Succession Duties and Profit accumulation in private 
companies. 

2. Economics 
Economics and Economic Concepts; Demand, Supply 
and Price; Longrun Equilibrium and Selling Costs; 
Functional Distribution the Pricing of the Factors of 
Production; Money, Banking, Business Cycles and 
International Economic Relations; Economic History 
of Canada. 

3. Industrial Relations 
Pensions and Profit-sharing; The Financial Aspects of 
Union Bargaining; Incentive Plans and Trade Unions; 
Training Within Industry. 

4. Business Controls 
“Use of Statistics in Policy Making” and “Quality 
Contro!”; The Management Audit; “Operational 
Controls”. 

5. Corporation Finance 
Analysis of Financial Statements; Forms of Capitali- 
zation; Accumulation and Preservation of Earnings; 
Source and Application Funds; and Credit Policies. 


The Committee under the chairmanship of Dr. Geo. Moller 
was most successful in securing lecturers who are all recognized 
authorities in their respective fields. 
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New Members 


NON-RESIDENT BRITISH COLUMBIA 
H. A. King, c/o B.C. Forest Products Ltd., Bear Creek, Shawnigan 
Lake P.O. 
Poul Larsen, B.C. Bridge & Dredging Co. Ltd., Port Mellon 


FORT WILLIAM - PORT ARTHUR CHAPTER 
Wilfred H. Cushway, 51 Timmins St., Red Rock, Ont. 
Michael Skabar, Brompton Pulp & Paper Co. Ltd. 
L. Lloyd Spencer, Brompton Pulp & Paper Co. Ltd. 


HAMILTON CHAPTER 
Lawrence Walsh, Meakins & Sons 
D. Keith McKerracher, Kraft Containers Ltd. 
Owen R. Cole, Wallace Barnes Co. Ltd. 
Harry F. Wiffen, 35 Palmer Ave., Oakville, Ont. 
Ontario J. Salari, Steel Co. of Canada Ltd. 
Frederick Roy Brand, Vi-Tone Products Ltd. 
John Morrison, Golightly & Knight 
G. William Johnston, Assessment Commissioner, Burlington, Ont. 
Herbert D. Marshall, Canadian Porcelain Co. Ltd. 
John Balmer, 33 Norfolk St. N., Hamilton 
John E. Lettner, Fred Page Higgins & Co. 
Bruce Penn, Cosmos Imperial Mills Ltd. 
Miss Lillian M. Gordon, Mountain Sanatorium 
Leonard Hansell, International Harvester Co. Ltd. 
Ronald Vernon Harper, Westdale Secondary School 
Miss Ellena Raffan, The Stanley Works of Canada Ltd. 
Gordon E. McIntyre, Norton Company of Canada Ltd. 
Peter Ernest Howard, Kraft Containers Ltd. 
Matthew L. Mahoney, Canadian Westinghouse Co. Ltd. 
Tom H. Ralph, Dunnville Dairy 
Donald Pattison, Currie Products Ltd.. 
Donald J. S. Adkinson, Steel Co. of Canada Ltd. 
Ralph W. Joslin, International Harvester Co. Ltd. 
John McBride, International Harvester Co. Ltd. 
T. Edward Joyce, International Harvester Co. Ltd. 
Bernard C. Cunningham, International Harvester Co. Ltd. 
J. Arnold Radke, International Harvester Co. Ltd. 
Lloyd M. Patterson, International Harvester Co. Ltd. 
C. L. Pirie, International Harvester Co. Ltd. 
Edward W. Windus, Springstead Knitwear Co. Ltd., Simcoe 
Alex Kinmond, Felt & Tarrant, Ltd. 


KENT COUNTY CHAPTER 
Raymond M. Cosier, Western Equipment Ltd., Chaham, Ont. 
Mrs. Doris G. Trotter, Western Equipment Ltd., Chatham, Ont. 
William T. Young, Schultz Die Casting Company of Canada Ltd., 
Wallaceburg, Ont. 
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NEW MEMBERS 


Robert Jacks, Sydenham Trading Company Ltd., Wallaceburg, Ont. 
George W. James, Action Produce, Blenheim, Ont. 


KINGSTON CHAPTER 
Gerard B. Hopkins, Canadian Industries Ltd. (Nylon Div.) 


KITCHENER CHAPTER 
C. K. Cumming, Canadian General Tower Ltd., Galt 
Patrick Edward Cooper, Clare Bros. & Co. Ltd., Preston 
Kenneth Frank Westerman, Beatty Bros. Ltd., Fergus 
Philip C. Perry, 39 Oxford St., Guelph, Ont. 
W. Donald Stephenson, Ontario Reformatory, Guelph 
Harry A. Sheppard, Hall Foundry Co. Ltd., Hespeler 
William A. Taylor, Guelph Yarns Division of Harding Carpets, 
Guelph 


LONDON CHAPTER 
William D. McCart, Jr., Fiberglas Canada Ltd., Sarnia 
Kenneth Gordon Franklin, Public Utilities Commission 
Thomas Peter Hammett, Taylor Electric Mfg. Co. Ltd. 
Robert G. Code, 799 Adelaide St., London 
Norman A. Emley, McManus Motors Ltd. 
A. C. Thornton, William Stone Sons Ltd., Ingersoll 
Harry Douglas Payne, William Stone Sons, Ltd., Ingersoll 


NIAGARA CHAPTER 
Henry J. Henderson, Dominion Chain Company Ltd. 


OTTAWA CHAPTER 
William T. Haines, E. B. Eddy Company, Hull, Que. 
John L. Parent, Rainbow Plastic Ltd., Buckingham, Que. 
Arthur Wm. Campbell, The James MacLaren Co. Ltd., Buckingham, 

Que. 

Donald C. Cullen, Canadian Arsenals Ltd. 
Kenneth R. Richardson, Remington Rand Limited 
Charles Gordon Gale, C.A., P. S. Ross & Sons 
A. Ross Jacques, R. L. Crain Ltd. 
T. Roy Russell, The E. B. Eddy Company, Hull, Que. 
Donald A. MacLeod, McKechnie, Boles & MacLeod 


PETERBOROUGH CHAPTER 
William T. Ashton, Silverwood Dairies Ltd. 
Edward James Johnston, Silverwood Dairies Ltd. 
W. Clifford Boate, Grant & Loucks Company Ltd. & Kesco Electric 


TORONTO CHAPTER 
Howard M. Gilmour, Rogers Majestic Ltd. 
Vernon Albert Brewer, Rogers Majestic Ltd. 
George W. Bragg, Rogers Majestic Ltd. 
Maurice Henry Brownsey, 43 Florence St., Toronto 
Graham K. England, Canadian Elgin Watch Co. Ltd. 
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J. M. Clegg Hall, Tease Knitting Co. Ltd. 

William M. Horrocks, 8 Wellington St. E., Toronto 

Marvin C. Ostofsky, 691 Manning Ave., Toronto 

C. M. A. Sapiano, Maple Leaf Milling Co. Ltd. 

Uno Taft, American News Co. Ltd. 

T. Arthur Teder, 192 Cottingham St., Toronto 

Jack Bloomberg, S. Lubelsky Ltd. 

William L. Conlin, 228 St. Helens Ave., Toronto 

Norman R. MacPherson, M. Langmuir Mfg. Co. of Toronto Ltd. 

Frank McMurray, Maxwell Paper Box Co. Ltd. 

J. David Rawling, 20 York St., Toronto 

Ross W. Jollow, 11-19 Brentcliffe Rd., Toronto 

David Norman Greey, 56 Esplanade St., Toronto 

Arthur F. Gilbert, Public Accountant, 137 Wellington St. W., 
Toronto 

John Davies, Victory Mills Ltd. 

Kenneth M. Beckett, Loblaws Groceterias 

R. Donald Hynds, Canadian Kodak Co. 

Nicholas Kowalchuck, Imperial Optical 

John N. Lewis, Jas. Morrison Brass Mfg. Co. 

Miss Doris Madeley, Canada Catering Co. Ltd. 

Herman E. Radke, The Borden Co. Ltd. 

Harry J. Shipley, Canadian Controllers Ltd. 

Robert C. Woods, McBride Lumber Products Ltd. 

Dennis Harry Gareau, Northern Woodstock Rubber Ltd. 

Brian G. Hickey, Globe & Mail Garage 

Alfred Kask, Willards Chocolates Ltd. 

William D. Woodruff, Canadian General Electric 

Archibald Anderson, 4010 Dundas St. W., Toronto 

Arthur Stelmack, Toronto Carpet Co. 

David C. Demmans, Powerlite Devices Ltd. 

L. Raymond Horning, Whyte Hooke Papers Ltd. 

G. Irwin Lowey, Rayner Construction Ltd. 

George James Bunnell, Ferranti Electric 

Frank V. Vetere, Tip Top Tailors 

J. Keith Townsend, Continental Can Co. of Canada Ltd. 

John Leslie McRae, Canadian Radio Mfg. Corp. Ltd. 

Harry W. Harman, The Fielder Paper Box Co. Ltd. 


WINDSOR CHAPTER 
Roy T. Dufour, Standard Paint & Varnish Co. Ltd. 


NON-RESIDENT ONTARIO CHAPTER 
Alfred Turner, Standard Chemical Co., Goderich, Ont. 
Colin Alexander Sabiston, c/o Dept. of Lands & Forests, Thessalon, 
Ont. 


EASTERN TOWNSHIP CHAPTER 
J. A. Morrison, Austin Glove Mfg. Co., Sherbrooke, Que. 
Roger Martin, Henri Girard, Sherbrooke, Que. 


394 








— 


NEW MEMBERS 


L. G. Chamberland, Dominion Textile Co. Ltd. 
W. R. Brooks, Fontaine & Fils Ltd. 

C. A. V. Hornett, Sherbrooke Hospital 

D. Doyon, C. P. R. Terace 

Adrian E. Davies, Super heates Co. 

R. Finn, G. T. Armstrong & Sons Ltd. 

J. C. Poulin, Sheer Silk Hosiery Mills 

W. G .R. Carter, Canadian Ingersol Rand Co. Ltd. 
F. K. Beattie, Dominion Burlington Mills 

C. T. Vaughan, Canadian Ingersol Rand Co. Ltd. 
W. R. Scott, Dominion Burlington Mills 

R. W. Campbell, Paton Manufacturing Co. Ltd. 


MONTREAL CHAPTER 


Roger Cusson, Canadian Arsenals Ltd. 

Roger Sasseville, Canadian Marconi Co. 

J. R. Metayer, Mile End Dairy Limited 

D. J. Smallwood, The British General Electric Co. (Canada) 
Maurice Boucher, Lido Biscuit Ltee. 

R. M. Mulhearn, Bristol Myers Co. of Canada Ltd. 

John Kennerly, Price Waterhouse & Co. 

Kenneth M. Place, Canadian Industries Ltd. 

J. W. Bryers, The McBee Co. Limited 

F. C. Lazier, Canadair Limited 

Frank Lauer, Dominion Textile Co. Ltd. 

Denis P. White, The Cooksville Co. Ltd. 

R. J. McGimpsey, The Gillette Safety Razor Co. of Canada Ltd. 
Donald C. Smith, Canadian Pacific Railway Co. 

Wm. D. Fitzgerald, Meco Limited 


ST. MAURICE VALLEY CHAPTER 
J. M. Lambert, The Royal Bank of Canada, Shawinigan Falls, Que. 


REGINA - MOOSE JAW CHAPTER 
John D. Telfer, Swift Canadian Co. Ltd. 
Robert A. Stark, Swift Canadian Co. Ltd. 


SASKATOON CHAPTER 
Francis Justen Golden, McKagues Ltd. 
Hector George Topham, MacDonalds Consolidated, Yorkton, Sask. 
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Chapter Notes 


BAY OF QUINTE CHAPTER 


The monthly meeting of the Bay of Quinte Chapter of the Society 
of Industrial & Cost Accountants of Ontario was held in Lattimer’s Towne 
Room at 6.30 p.m., on November 21st, 1951. 

Chairman Wilf Richardson cordially greeted representatives of King- 
ston Chapter and Peterborough Chapter, our guests for the evening. 

After dinner, Carl Casey introduced the speaker, Mr. R. H. Perowne, 
manager of the Industrial Relations Dept. of Dominion Textiles Ltd. Mr. 
Perowne opened his topic “Facts and Figures for Collective Bargaining” 
with a brief review of management-labour relations of the past few years. 
The great increase in wages and benefits for factory workers through 
Unions, with yearly options of again increasing them, has shown the 
workers a version of “Utopia”. All of this has created a grave unrest in 
the minds of those concerned. The new theme in industry is, more pay; 
less hours of work; pressure groups; and the inevitable lock-outs and 
strikes. 

The interest shown in Mr. Perowne’s speech was quite evident in the 
barrage of questions which followed. Mr. George Brooks was called upon 
to express the thanks of the Chapter to Mr. Perowne. Chairman Wilf 
added his own personal thanks. 


EASTERN TOWNSHIPS CHAPTER 


The monthly meeting of the E.T. Chapter of the Society of Industrial 
and Cost Accountants was held last Thursday, at Elmwood Inn, Lennox- 
ville. 

The meeting, under the chairmanship of Jack Grundy, commenced 
with the introduction of the following guests: Paul Martel, Henry Watier, 
Charles Vaughan, O. Olson, Peter Taylor, Claude Poulin, John Chadsey, 
Jean Ducharme, Gerald Cloutier, C. Hornet, D. Grayton, Cecil Skinner, 
and Bud Allanson. Reports were presented by membership chairman 
Merrill Cook and education chairman Jock Owen. Mr. Owen mentioned 
that the evening courses at Bishop’s University are progressing very well 
and to date the attendance at all lectures has been 100 per cent. 

The guest speaker was C. Goldsmith, manager of the Montreal Ac- 
counting Machine Division of the International Business Machines Co., 
his topic being: “The Punch Card System of Material and Stores Ac- 
counting and Inventory Control”. 


FORT WILLIAM-PORT ARTHUR CHAPTER 


A very delicious Turkey Supper, provided by the Ladies’ Auxiliary of 
the Canadian Legion, was the setting for a special meeting of the Fort 
William-Port Arthur Chapter, held in the new Legion Hall on the evening 
of November 5, 1951. It was a very well-attended Meet-the-President 
meeting. After the well-prepared supper, Mr. Les Dack, chairman of 
Registrations, prevailed upon the president to present scholarships to those 
students attaining highest marks in their respective courses at the night 
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classes of the Lakehead Technical Institute. These scholarship winners 
were: Accounting I, Stephen Splawski; Business Mathematics, Nick Ko- 
lasa; Accounting II, Harry Hollinsworth; Fundamentals of Cost Accounting, 
H. Schaeffer; Industrial Organization & Management, M. MacMillan. 

Mr. Rex LeCocq, chairman of the Programme Committee, introduced 
our hard-working secretary-manager, Mr. J. Nelson Allan, who gave an 
interesting prologue on the favourable progress made during the past year. 
We now have chapters in all ten provinces with a membership of over 
3,300. Mr. F. E. Wood introduced the main speaker, our president. Mr. C. 
I. MacKenzie, who gave a well-prepared and timely message on “Guides 
to Healthy Management”. His theme was simplicity in all phases of 
business even to the basic business formula “income from sales equals 
cost of sales plus profit”. Those listening to the address were unanimous 
with Mr. Ben Turner that we had heard and understood the speaker so 
easily that there wasn’t one who wouldn’t have food for thought in the 
days to come and additional understanding of business as a whole. The 
meeting ended with the singing of “God Save the King”. 


MONTREAL CHAPTER 


A joint dinner meeting of the Montreal-Ottawa Chapters was held in 
Montreal on November 8th, 1951, at the Ritz-Carlton Hotel, Vice-Regal 
Suite. 

The subject: “Allowable Costs Under Defence Contracts”. The dis- 
cussion was in the form of a panel under the chairmanship of Mr. Louis 
Hudon, financial advisor to the Right Honorable C. D. Howe. 

The panel consisted of two Ottawa members, Prof. W. J. McDougal, 
C.A., and Mr. A. A. Sterns, M.A., Ph.D., while Montreal was represented 
by Mr. V. Flynn, C.A., and Mr. W. E. Quayle, C.A. 

The announcement of the subject and the recognized ability of the 
panel members resulted in an over-capacity number for the dinner, and 
“standing room only” turn-out for the discussion. 

Mr. Hudon exhibited great skill and leadership as chairman and spent 
a pleasantly hectic evening keeping the panel members at a discussion 
level without each resorting to rebuttal comments. 

Montreal Chapter Ladies’ Night was celebrated by holding an informal 
dance on October 26th, in the Community Centre, Town of Mount Royal. 

Ladies’ Night is a popular annual fixture on the Montreal Chapter list 
of events and this year was no exception. The convenient location, lively 
orchestra and practical refreshment scheme will assure an even larger 
attendance next year. 

The evening was highlighted by the attendance of Dominion President 
George I. MacKenzie, B.Sc., R.I.A., and Secretary-Manager J. N. Allan, 
R.LA. 

The Montreal Chapter executive and members extend their sincere 
thanks and appreciation to J. Vince Farrell and his committee for making 
Ladies’ Night a success. 
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@ C& M ROUND-UP ¢ 


By N. R. BARFOOT, R.I.A. 
1951 CENSUS 


A distinct and extensive rise in City population has been indicated by 
the first release of 1951 census figures. Out of 39 cities and towns with 
a population of 5,000 and over, all but three gained and some had very 
pronounced gains. 











City Population % Increase Over 1941 
Quebec 271,236 20.7 
Montreal 1,370,044 19.6 

Ottawa 278,078 23.3 
Winnipeg 350,924 a7 

Calgary 136,719 47 
Edmonton £72,112 75.9 
Vancouver 524,339 38.9 


STEEL FACTS 
To build one blast furnace with annual capacity of 450,000 tons, there 
is required:— 


Fire Clay Fe cu vaste hereto caneidstatude cate Copin teased cuit vig nua So eeaiu 400 tons 
SUI Ou bia scant siseapausecunindacdesevadesatayeeeIes 2,916 tons 
BeOROACtOry “TSVICKS  .......52565.0556.54... Jceisidomsiisutusdnaeees 3,050,000 

Iron and Steel Castings .................. Svaceainteneres 535 tons 
Beolled Gnd Borge Stoel: osveicccvsccscsssscessessscsccssvssevezs 3,514 tons 
A rolling mill with an annual meine of 780, 000 tons requires: — 
Rolled and Forged Steel . Darenreniiciey ovement 2,250 tons 
BPO CRRUNEE «0.0555 es0s0ess 00: Stas Rashi n eae peat aaah 187 tons 
Rn ARRAN ono, ou venom cay acadede Wesedansbiadorsvencaele 2,250 tons 
MARTINO IEE  HOTIRLD 9 55555 cnssccocectusseevoovisdoseaericencs 60 tons 


NEW HOUSING POLICY 
The new lending policy of Central Mortgage and Housing Corporation 
will mean increased loans to the average home builder and more generous 
terms to those who qualify as defense workers. 

Three points emerge:— 

1. A certified defense worker in plants designated by the government 
may build or purchase a house from a builder on a down payment 
of 10 per cent and a mortgage amortized over not more than 25 
years. 

2. The C.M.H.C. will make loans under the rental insurance plan 
for houses to be rented to defense workers. 

3. For the general public N.H.A. loans will be available up to 80 
per cent of a maximum sales price agreed to between the builder 
and the corporation. No house selling at more than the 
agreed maximum will qualify for the additional financing now 
contemplated. 
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C. & M. ROUND-UP 
B.C. BASE METAL EXPANSION 


Consolidated Mining and Smelting Company has a $64 million ex- 
pansion program in the Kootenay Mountains, which are rich in ore, timber 
and power. 

Main points of interest in the huge expenditure are: — 

9 Millions, at Kimberley, B.C., to Produce 7,000 Tons Annual, Am- 
monium Phosphates 

30 Millions on Pend, d’Oreille, 205,000 H.P. Plant 

2.85 Millions, Installations on Kimberley River 

3.2 Millions, 2 in Refinery at Trail 

12 Millions, Lead, Smelter at Trail 

7 Millions, Zinc, Lead and Copper, Concentrate Mines 


PRICE MAINTENANCE — McQUARRIE COMMITTEE 


A great deal of pro and con on the subject of resale price maintenance 
has been heard by the McQuarrie Committee, who are presently studying 
combines legislation. 

The interim report concludes:— 

1. Resale price maintenance eliminates price competition among 

retailers. 

2. The growing restriction of price competition in the retail field is a 
serious change in our free enterprise system. The removing of dis- 
tribution costs from the influence of competition hinders the free 
competitive system. 

3. Resale price maintenance facilitates and makes more effective, 
agreements (open and tacit) among manufacturers. 

4. Maintenance of resale prices stabilized prices, but tends to fix them 
at a higher level than those under competition. 

5. Higher prices and greater rigidity of same contribute to a diminish- 
ing sales market, first retail and then manufacturing. 

6. The reputation of brand name goods does not suffer through price 
variations since their sales are chiefly held by advertising. 

The Committee recommended, therefore, that it should be an offense 

for a manufacturer to recommend or prescribe resale prices or use any 
means to enforce minimum resale prices. 


BUDGET SURPLUS 


The year-end surplus is now calculated at 500 millions. 

This is the difference between a record breaking revenue of $4.1 
billion and expenditures of $3.6 billion. 

Defense spending will be approximately 200 million less than 
expected. 

1950-51 income total was 1 billion less than the 4 billion total for this 
year. 

The high revenues for the current year have caused the Federal 
Finance Department to refigure the budgeted income for next year. For 
example, each 1% of Sales Tax income is now worth 72.5 millions instead 
of 60 millions on basis of last year. 

Similarly in the Corporation Tax field each 1% has now a value of 
32.5 millions instead of the budgeted figure of 21.5 millions. 
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By N. R. BARFOOT, R.I.A. 


Measurement of Productivity — Applications and Limitations — Issued by 1.C.W.A. 
and the Institution of Production Engineers 


A careful distinction is made at the outset in this paper, between 
productivity and production. Production refers directly to output, whereas 
productivity refers to the effectiveness of the expenditure of resources 
required to produce goods. 

Productivity is to be expressed as a ratio of input, in the form of pro- 
duction resources, to output in the form of products or services. 

Output may be expressed as standard in terms of either product or 
process. 

Input is, of course, a multiple since labour, material and machines 
must be considered. The actual unit of measurement can vary, but the 
same unit must be common for each measurement taken. 

Various methods of measurement are suggested, such as output per 
man hour, and operative hours per unit of production. 

A full discussion is made of the limitations of the various systems of 
evaluating productivity. There is suggested that there is a sad lack of 
information on machine utilization, obviously an important part of pro- 
ductivity measurement. Methods of measuring idle capacity are given in 
order to create interest. These suggest ways of improvement, which will 
lead, of course, to an increase in industrial productivity. 


Assignment of Non-Manufacturing Costs for Managerial Decisions — N.A.C.A. 
Bulletin, May, 1951, Section 4 

This is a study on the development and uses of cost data as a basis 
for decision making in the field of business planning and policy formulation. 
Both historical and projective costs are needed in terms of product seg- 
ments of the business. Income by the same segmental method is needed as 
well as non-manufacturing costs to the end that net returns are used for 
each product group. 

A classification of non-manufacturing costs is made in which distinction 
between separate and joint costs is made. Methods of recording and 
assignment are discussed as well as the allocation of the non-manufacturing 
costs to the product. 

A full discussion of the uses and limitations of the net profit approach 
is given, in which a basic concept is developed, namely, that every dollar 
that a company spends must find its way eventually into the cost of one of 
the company’s products. 

The net profit determination is the safest way and the only way to 
notify management of products or branches that are not giving a satis- 
factory return. 

The contribution margin approach is given some treatment in which 
it is explained that some costs, mainly overhead, are unaffected by the 
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sale of certain products and these products should be treated cost wise with 
that in mind. 

A sample statement is shown giving the full allocation approach and 
the contribution margin approach to the assignment of non-manufacturing 
costs. This is extremely informative, showing as it does the amount of 
joint fixed expense the product contributes as well as showing to what 
degree the product is returning the variable and direct costs, which could 
be saved by discontinuing the line. 


CURRENT ARTICLES OF INTEREST TO INDUSTRIAL ACCOUNTANTS 


ACCOUNTS 
NEEDED: A NEW CONCEPT OF ACCOUNTS, by L. J. Benninger — The Accounting 
Review, October 1951. 


ASSETS, FIXED 
FIXED ASSET REPLACEMENT A HALF CENTURY AGO, by D. A. Litherland — The 
Accounting Review, October 1951. 


BONDS 
FINDING THE YIELD ON A BOND, by Hugh E. Stelson — The Accounting Review, 
October 1951. 


BUDGETS AND BUDGETING 
COMPREHENSIVE BUDGETARY CONTROL, by Frank Z. Oles — N.A.C.A. Bulletin, 
October 1951, Sec. 1. 


BUDGETS ARE FOR PLANNING, CO-ORDINATION AND CONTROL, by H. C. Heiser 
— N.A.C.A. Bulletin, October 1951, Sec. 1. 


MEASURING ACTIVITY AND CAPACITY FOR THE BUDGET, by T. R. Torian — 
N.A.C.A. Bulletin, October 1951, Sec. 1. 


GIVING BUDGETING APPEAL FOR THE FOREMAN, by Colin Park — N.A.C.A. 
Bulletin, October 1951, Sec. 1. 


WORKING PAPERS FOR THE OPERATING BUDGET, by H. G. Oberlander — N.A.C.A. 
Bulletin, October 1951, Sec. 1. 
CONTROLLER 
THE CONTROLLER'S PART IN EXECUTIVE INCENTIVE COMPENSATION, by Arch 
Patton — The Controller, October 1951. 


THE COST ACCOUNTANT 
CHARACTER AND ABILITY MAKE A GOOD COST MAN, by Alan A. Slade—N.A.C.A. 
Bulletin, August 1951, Sec. 1. 
DEVELOPMENT EXPENSES 
RESEARCH, DEVELOPMENT AND DESIGN COSTS, by H. Tennant, A.C.W.A. — The 
Cost Accountant, September 1951. 
ESTIMATING 
PRICE ESTIMATING — SURVIVAL FACTOR IN JOB SHOPS, by Frank S. Howell — 
N.A.C.A. Bulletin, August 1951, Sec. 1. 
EXECUTIVE COMPENSATION 
THE CONTROLLER’S PART IN EXECUTIVE INCENTIVE COMPENSATION, by Arch 
Patton — The Controller, October 1951. 
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FINANCIAL STATEMENTS 

THE PRESENTATION AND INTERPRETATION OF FINANCIAL STATEMENTS OF 
COMPANIES, by R. K. Yorston, B.Com., F.C.A. — The Chartered Accountant in 
Australia, July 1951. 

PRICE LEVEL CHANGES AND FINANCIAL STATEMENTS, by Committee on Concepts 
and Standards — The Accounting Review, October 1951. 

THE FUNDS STATEMENT RECONSIDERED, by Louis Goldburg — The Accounting 
Review, October 1951. 

CHANGES IN THE PRICE LEVEL IN RELATION TO FINANCIAL REPORTING, by John 
E. Kane — The Accounting Review, October 1951. 

SHOULD FINANCIAL STATEMENTS SHOW “MONETARY” OR “ECONOMIC” IN- 
COME?, by Delmer P. Hylton — The Accounting Review, October 1951. 
FOREMEN 
GIVING BUDGETING APPEAL FOR THE FOREMAN, by Colin Park — N.A.C.A. Bul- 

letin, October 1951, Sec. 1. \ 
GOODWILL 
SHOULD GOODWILL BE WRITTEN OFF?, by Kenneth G. Emery — The Accounting 
Review, October 1951. 
INDUSTRIAL RELATIONS 
THE ACCOUNTANT’S ROLE IN LABOR RELATIONS, by C. Wilson Randle — The New 
York Certified Public Accountant, September 1951. 
INSURANCE 
ACCOUNTING IN A FIRE INSURANCE PROGRAM, by Maurice H. Stans, C.P.A. — 
The Journal of Accountancy, October 1951. 
INTERNAL AUDITING 
HOW INTERNAL AUDITING PROVIDES MANAGEMENT CONTROL, by Victor Z. 
Brink, C.P.A. — The Journal of Accountancy, October 1951. 
THE EXPANDING FIELD OF INTERNAL AUDITING, by Walter B. Meigs — The 
Accounting Review, October 1951. 
INTERNAL CONTROL 
INTERNAL CONTROL IS COST CONTROL, by H. M. Stiller — The Controller, October 
1951. 
INVENTORIES 
CONTROL OF INVENTORY CONSIGNED TO SUPPLIERS, by C. W. Bendel — N.A.C.A. 
Bulletin, August 1951, Sec. 1. 
INVENTORY MANAGEMENT “KNOW HOW”, by Harold E. Bliss — N.A.C.A. Bulle- 
tin, August 1951, Sec. 1. 
THE INVENTORY CHALLENGE, by Josef Goliger — The Accounting Review, October 
1951. 
LABOUR 
FRINGE LABOUR COSTS IN THE PACKING INDUSTRY, by Cletus P. Elsen — N.A.C.A. 
Bulletin, August 1951, Sec. 1. 
MANAGEMENT 
HOW INTERNAL AUDITING PROVIDES MANAGEMENT CONTROL, by Victor Z. 
Brink, C.P.A. — The Journal of Accountancy, October 1951. 
FACTORY ORGANIZATION AND MANAGEMENT, by F. C. Lawrence, M.C., B.Sc. 
Tech. — The Cost Accountant, October 1951. 
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MEAT PACKING 
FRINGE LABOR COSTS IN THE PACKING INDUSTRY, by Cletus P. Elsen — N.A.C.A. 
Bulletin, August 1951, Sec. 1. 
NORMAL CAPACITY 
MEASURING ACTIVITY AND CAPACITY FOR THE BUDGET, by T. R. Torian — 
N.A.C.A. Bulletin, October 1951, Sec. 1. 
ORGANIZATION 
FACTORY ORGANIZATION AND MANAGEMENT, by F. C. Lawrence, M.C., B.Sc.Tech. 
— The Cost Accountant, October 1951. 
OVERHEAD 
HOW MUCH DO INDIRECT EXPENSES VARY?, by N. J. Bowne and B. B. Titus — 
N.A.C.A. Bulletin, October 1951, Sec. 1. 
ALLOCATION OF OVERHEAD COSTS — A SHORT-CUT, by W. H. Franklin — 
N.A.C.A. Bulletin, August 1951, Sec. 1. 
WORK UP A SOUND BURDEN RATE — THEN TEST IT, by J. A. Campbell — 
N.A.C.A. Bulletin, August 1951, Sec. 1. 
PRODUCTION ENGINEERING 
COSTS AND PRODUCTION STANDARDS, PART IV, by Harold B. Williamson — The 
Australian Accountant, July 1951. 
COSTS AND PRODUCTION STANDARDS — PART V, by Harold B. Williamson — The 
Australian Accountant, August 1951. 
PUBLIC UTILITIES 
PUBLIC UTILITIES AND THEIR ACCOUNTS, by R. I. Balcom — The Canadian 
Chartered Accountant, October 1951. 
RESEARCH 
RESEARCH, DEVELOPMENT AND DESIGN COSTS, by H. Tennant, A.C.W.A. — The 
Cost Accountant, September 1951. 
THE ORGANIZATION OF RESEARCH ACTIVITIES UNDER THE CONTROLLER, by 
Wayne C. Marks — The Controller, October 1951. 
SMALL BUSINESSES 
THE PLEA FOR SMALL BUSINESS, by Richards C. Osborn — The Accounting Review, 
October 1951. 





STANDARDS 
COSTS AND PRODUCTION STANDARDS — PART IV, by Harold B. Williamson — The 
Australian Accountant, July 1951. 
COSTS AND PRODUCTION STANDARDS — PART V, by Harold B. Williamson — The 
Australian Accountant, August 1951. 


ADDRESS OF PUBLICATIONS 
N.A.C.A. Bulletin, 505 Park Ave. (Fourth Floor), New York 22, N.Y. 
The Journal of Accountancy, 270 Madison Avenue, New York 16, N.Y. 
The Chartered Accountant in Australia, Box 3921, G.P.O., Sydney, New 
South Wales 
The New York Certified Public Accountant, 677 Fifth Ave., New York 22, 
N.Y. 
The Canadian Chartered Accountant, 10 Adelaide Street E., Toronto, Ont. 
The Australian Accountant, 6-8 O’Connell Street, Sydney, Australia. 
The Cost Accountant, 63 Portland Place, London W.1, England 
The Accounting Review, 450 Ahnaip Street, Menasha, Wisconsin. 
The Controller, 1 East 42nd Street, New York 17, N.Y. 
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COST AND MANAGEMENT 


Dealing With Defence Contracts 
By KENNETH P. FARMER, C.A. 





The various types of defence contracts are described 
in some detail. Special reference is made to the costs 
allowed and certain provisions which offer some in- 
centive to contractors to increase productive capacity. 











Since the outbreak of hostilities in Korea, Canada, along 
with other North Atlantic treaty nations, has passed from a state 
of general precaution to one of “active preparation” in its de- 
fence activities. The present programme is somewhat different 
from an all out war effort and in many ways is more difficult 
for the responsible Government officials to administer. The 
over-all planning of what supplies will be furnished by Canada 
is considerably affected by decisions reached by the Defence 
Production Board of the North Atlantic Treaty Organization. 
We are manufacturing many items for our allies and are relying 
upon them for other munitions of war in order to effect over-all 
economies in our various endeavours. 


Canada’s defence effort at this time has two main ob- 
jectives in view. Firstly, rearming ourselves to meet a sudden 
attack and secondly, the building up of our fundamental eco- 
nomic strength in order to minimize the possibility of war in 
the future. In this connection, it is interesting to note that 
whereas Government expenditure will total about one billion 
dollars this fiscal year for defence purposes, (exclusive of pay, 
allowances, and general maintenance of the armed forces) pri- 
vate industry in Canada is expected to spend one billion five 
hundred million dollars on productive facilities vital to our 
defence effort. 


Procedure for Government Purchases 


I propose now to outline to you how the Government goes 
about making the necessary commitments and purchases and 
creating the necessary facilities for the construction of defence 
materials and armaments. The responsibility for deciding 
specific material requirements of the defence effort belongs to 


An address given before the Hamilton Chapter. 
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the Department of National Defence. Senior officers of the 
Navy, Army, and Air Force weigh the relative merits of differ- 
ent types of guns, aircraft and equipment and determine the 
quantities required. A new government department, the De- 
partment of Defence Production, was set up by Bill 77, passed 
by the House of Commons on the 9th of March, 1951, and this 
Department is charged with the responsibility of procuring the 
necessary arms, munitions, and supplies required by the De- 
partment of National Defence. 

The Department of Defence Production, which of course 
is headed by the Right Honourable C. D. Howe, is organized 
into three main branches: General Purchasing, Production, and 
Materials, as well as the following service departments: Legal, 
Administration, Economics and Statistics, Comptroller’s, and 
Financial Adviser’s. The functions of these service departments 
need little elaboration. One of the interesting responsibilities of 
the Financial Adviser’s Section is to assist, as far as possible, in 
resolving contractors’ difficulties resulting from the credit re- 
strictions which were imposed by the Bank of Canada with a 
view to curbing inflationary tendencies. There are seven asso- 
ciated Crown-owned companies responsible to the Minister, 
namely, Canadian Arsenals Limited, Crown Assets Disposal 
Corporation, Eldorado Mining and Refining (1947) Limited, 
Northern Transportation Limited, Polymer Corporation, De- 
fence Construction (1951) Limited and Canadian Commercial 
Corporation. The last-named corporation is responsible for 
handling transactions relating to the purchase or sale of de- 
fence materials to allied governments. Arrangements for pur- 
chasing war supplies in Canada are made on behalf of the 
Canadian Commercial Corporation by the Purchasing and 
Production Branches of the Department of Defence Production. 

The bulk of the purchases for the war effort of such items 
as clothing, food, blankets, etc. are done through the General 
Purchasing Branch which has district offices in various parts 
of the country. It carries on the functions, on a greatly expanded 
scale of course, of the normal government peacetime purchasing 
for the Armed Services. 

The Materials Branch is responsible for seeing that vital 
defence projects are supplied with certain essential materials 
which it is anticipated are or will be in short supply. In order 
to perform its function properly, it has made surveys of the 
production potential in Canada of these materials and has 


406 














DEALING WITH DEFENCE CONTRACTS 


initiated a number of projects calculated to increase the com- 
panies’ overall production, and of course, available supplies have 
been husbanded and channelled into defence purposes by the 
use of priorities. The Materials Branch is broken down into 
the following divisions: Steel, Chemicals and Explosives, Petro- 
leum, Pulp and Paper, Non-Ferrous Metals and Priorities. 
Priority treatment of any commodity is passed down through 
two stages. Firstly, materials are designated as being essential. 
In the second stage, the Minister may if he deems it necessary, 
control the supply, distribution, production, and processing of 
materials declared essential. Various orders have been issued 
requiring the use of permits in order to acquire materials for 
certain purposes and prohibiting the use of other essential 
materials. These orders also provide for holders of defence 
contracts and sub-contracts obtaining authorization for a priority 
for their supplies of essential materials. 


The third Branch of the Department of Defence Pro- 
duction is the Production Branch and concerns itself mainly 
with war materials not normally manufactured in Canada, or 
for which the present facilities are obviously inadequate to 
satisfy our present defence requirements. This Branch has 
the following Divisions: Aircraft, Guns, Machine Tools, Ship- 
building, Mechanical Transport, Ammunition, Electronics, Small 
Industries and Defence Construction. The Small Industries Di- 
vision is not a purchasing branch. Its functions are:— 


(1) to gather and distribute information on prime con- 
tracts to possible sub-contractors; 

(2) to inform prime contractors of available industrial 
capacities as needed; 

(3) to assist General Purchasing Branch with the sending 
out of invitations to Tender for specific items. 


Each of the other Directors of Divisions has the task of supply- 
ing the Department of National Defence with that Department’s 
requirements, of utilizing our present facilities to the greatest 
possible extent and of increasing such facilities where necessary. 
In many cases when the Production Departments are letting 
contracts, it is obvious that careful selection of contractors must 
be made by the Department’s technical personnel so that all 
available facilities in the country are utilized in the best possible 
manner. Very often it becomes necessary for the Department 
to offer some special inducement to a contractor in order to per- 
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suade him to increase his plant potential, especially when the 
product to be produced is not normally marketable in Canada 
in peacetime. I will discuss the incentives offered to industry 
later on. The personnel of the Department of Defence Pro- 
duction has been recruited largely from the Canadian Com- 
mercial Corporation and from other government departments. 
Private industry, however, has supplied a considerable number 
of specialists and technical men who are the counter-part of the 
“dollar-a-year” men of the Second Great War. There are also 
several professional men, lawyers and chartered accountants, 
temporarily attached to the Department. 


Types of Contracts 


There are various kinds of contracts used by the General 
Purchasing and Production Branches in the Government’s deal- 
ings with defence contractors. The bulk of the purchases are 
made on the basis of a firm price, after the submission of tenders 
by possible suppliers. In some cases, such as in the purchase of 
blankets or cloth for uniforms, it is considered desirable to 
spread orders over a large number of mills in various parts of 
the country. As you will readily realize, there is a wide variance 
in the efficiency of these different contractors and if the price 
were to be calculated on the lowest cost obtainable plus a rea- 
sonable percentage of profit, many of the mills would lose money 
on these contracts. As a result, the Department sometimes lets 
these contracts on the basis of cost plus a reasonable percentage 
of mark-up for the first 25% of the contract and then establishes 
target prices for each mill based on its experience, provided, of 
course, that that experience is reasonable. In some cases target 
prices are established which include a profit of say 5% of the 
contractor’s costs; an incentive is then offered to the contractor 
by which he may participate to the extent of 25% of any 
savings, but the bonus is usually limited to say another 5% of 
cost. In this way a contractor may earn up to 10% of his cost as 
a result of efficient operation and, provided a fair and de- 
fensible target price has been established, then the government 
also benefits by way of lower costs. The most undesirable type 
of contract as far as the Department is concerned is, of course, 
our old friend the cost-plus contract, as this often results in 
waste and inefficiency. In certain cases, where materials and 
supplies have never been manufactured in Canada before, and 
where estimated costs are very difficult to determine, it is diffi- 


408 














DEALING WITH DEFENCE CONTRACTS 


cult or impossible to arrive at any other equitable basis for a 
contract. However, in these cases, when the contractor has 
established some cost experience an attempt is usually made to 
inject some incentive plan into the contract as departmental 
authorities are acutely aware of the undesirability of straight 
cost-plus contracts, especially when large amounts of money are 
involved. 

I have been referring in the previous remarks to prime 
contracts let by the Government and, of course, many items 
are sub-contracted to other companies by our prime contractors. 
In general, we try to see that sub-contracts are not let by prime 
contractors on terms more favourable than those accorded to 
the prime contractors by the Department. 


Where large amounts of money are involved in govern- 
ment contracts it is obvious that contractors would be subjected 
to severe financial strain if payments were only made by the 
government on delivery of the finished article. As a result, it is 
customary in such circumstances to provide in the contract for 
progress payments each month but these progress payments are 
usually restricted to between 80% and 90% of the total con- 
tract. You will note that I have been referring frequently to 
cost in connection with Government contracts and, of course, 
I mean cost as established by the Department’s Costing Mem- 
orandum DDP-31. All contracts and sub-contracts are subject 
to DDP-31 and to the General Conditions of Contracts DDP-26. 
DDP-31 is a successor to M & S 433 and CCC 80 which were in 
effect during World War II and later and there have been only 
very minor changes made since. The principal disallowances 
which affect the normal company are interest, entertainment 
expenses, unreasonable compensation for officers, selling ex- 
penses and most advertising expenses. The Government feels 
that contractors need not incur any selling expenses in selling 
to the Government. The question of interest on borrowed 
capital is one that has received considerable attention in the 
past, but I think you will agree that a company having to go 
out and secure bank loans in order to finance a Government 
contract should not charge the Government more for its product 
than a company which uses its own working capital. 

The General Conditions DDP-26, attached to all contracts, 
set forth certain instructions with respect to patent claims and 
royalties, handling of scrap materials, keeping of accounts and 
so on. In particular, the General Conditions provide for what 


409 











COST AND MANAGEMENT 


happens in the event that a contract is for any reason termi- 
nated. There is, however, one provision in Bill 77, Section (21), 
Part II, which I do not believe all contractors realize to be in 
effect, that is, of course, the renegotiation provision. This pro- 
vides that where the Minister is satisfied that the total amount 
paid to any contractor on a defence contract is in excess of the 
fair and reasonable cost of performing the work together with a 
fair and reasonable profit, he may demand a refund from the 
contractor. I would not, of course, at this point care to hazard 
a guess as to how strenuously this provision will be enforced. 
Presumably, however, if our Department manages to negotiate 
all of its contracts so as to allow the contractor no more than a 
fair and reasonable profit, then contracts will not have to be 
renegotiated. 


Incentives to Increase Productive Capacity 


In order to offer some incentive to contractors to increase 
their productive facilities, there are available to the Minister 
certain devices. Firstly, as you are no doubt aware, the last 
Budget introduced a provision for deferring normal depreciation 
for a four-year period. The object of this provision was, of 
course, to conserve vital materials urgently needed in the war 
effort. The clause provides that normal depreciation may be 
allowed as a deduction from taxable income provided the per- 
son owning the assets is furnished with a certificate from the 
Department of Trade and Commerce that such asset is eligible. 
In general, new assets required in the defence effort are eligible 
for normal depreciation and the various Directors of the De- 
partment of Defence Production are asked from time to time to 
express an opinion as to whether or not new facilities are in fact 
required for defence purposes. The Minister of Defence Pro- 
duction may encourage a contractor to expand his facilities by 
granting additional allowance in respect of capital cost or ac- 
celerated depreciation. These additional allowances are de- 
signed to assist holders of defence and defence supporting 
contracts to recover cash outlays for new plant and equipment 
more quickly through a deferment of payment of income tax. 
The percentage which the Minister is prepared to certify is, of 
course, affected by the residual value which the assets will have 
at the end of a four-year period. He must also be satisfied that 
alternative facilities for performing defence work are not avail- 
able in the country. Since accelerated depreciation is not al- 


410 

















DEALING WITH DEFENCE CONTRACTS 


lowed as an element of cost according to DDP-31 unless speci- 
fied by the terms of a contract the benefit to the recipient is 
really that funds that would have been paid out in taxes are 
retained in the business. Ultimately, of course, if the business 
continues to be profitable subsequent to the four-year period 
then the Income Tax Department will recover the deferred 
amount of taxes. Where the granting of accelerated depreciation 
is not a sufficient incentive to induce contractors to finance new 
facilities and there is no possible alternative supplier, then 
capital assistance may be furnished to the contractors. 


Accounting for Depreciation 

Before closing, I would like to say a word about the gen- 
eral subject of depreciation and its relation to cost accounting. 
We now find ourselves in Canada, in industry generally, with a 
great number of machines and other fixed assets which as a 
result of the provisions for special depreciation and double 
depreciation during the last war, are considerably understated 
in company balance sheets. We have also been subjected to a 
violent change in the method of writing depreciation for income 
tax purposes when we were forced to change from the straight 
line to the diminishing balance method. Add to this our present 
deferment of some depreciation and the additional capital cost 
allowance provisions, and it is apparent that if companies con- 
tinue to charge against the operations of any particular year 
depreciation at income tax rates, then the actual profit for the 
year will not be correctly stated. It seems to me that all modern 
accounting thinking is tending toward trying to establish as 
closely as possible actual operating results for the year as well 
as to treat such items as inventories and depreciation write-offs 
on a consistent basis from year to year. I would like to leave 
you with the suggestion that perhaps it would be a good time 
for us to start recording depreciation on some realistic, engi- 
neering basis as far as the books of accounts are concerned and 
simply maintain schedules of depreciation as allowed by the 
Income Tax Department. You will probably raise the objection 
that the tax department does not allow any more depreciation 
than is actually written in the books of account. It is to be 
hoped that the representations made by the Tax Foundation 
and others to have this restriction removed will in time bear 
fruit. I need hardly point out to a group of cost accountants the 
obvious advantages that would result if realistic depreciation 
charges were included as an element of cost. 
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Conducting an Organizational Survey 
By M. E. O'BYRNE, C.P.A. 


Chief Accountant, Pacific Car and Foundry Company 





While dealing more particularly with the method of 
conducting an organizational survey and its objectives, 
the author gives considerable emphasis to the winning of 
employee co-operation. He also demonstrates how to 
present the recommendation to management. 











The primary purpose of an organizational survey is to 
develop a more efficient and better co-ordinated working orga- 
nization. Savings in cost are only incidental to this primary 
purpose. However, if an organization is made more efficient, 
savings are bound to result. 

Before discussing a survey, it is necessary that some prin- 
ciples of organization be reviewed. These principles should be 
kept in mind throughout the survey. First, each individual must 
have a clear understanding and knowledge of the requirements, 
limitations and relationships of his job, and its relative position 
in the whole organization of which it is a part. Second, each 
individual must have only one boss. Third, the functions, re- 
sponsibility and authority, and the relationships with other jobs 
should be firmly defined. The organization chart, especially if 
drawn on a functional basis with principle functions outlined, is 
very useful in setting forth these principles and assisting the 
individual in understanding his job. . 


The Management Guide 


In addition to organization charts as we know them, 
Standard Oil Company of California and, I believe, some other 
companies, have put into use what they call MANAGEMENT 
GUIDES to provide all members of management with this 
essential knowledge and understanding. These MANAGE- 
MENT GUIDES outline the job in three sections, i.e. Functions, 
Responsibility and Authority, and Relationships. The following 
is the function as quoted from the MANAGEMENT GUIDE 
for the office of controller. 

“As a staff member of management, the Controller is 
charged with advising the President and furnishing functional 
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guidance to the General Managers of the Divisions on account- 
ing, auditing, the budget, the preparation and payment of pay- 
rolls, tax matters, the compilation of statistics, and office 
methods and procedures and with conducting such activities 
for the Managers of the staff departments.” 


In the MANAGEMENT GUIDE book for Controller, 
under the caption “Responsibility and Authority” is outlined 
in some detail exactly how far his responsibility and authority 
extends and what he may do on his own initiative and what 
must be referred to the next higher level of management. Under 
“Relationships” is detailed what contacts he may have with 
other departments and the extent to which he may advise or 
instruct the other departments. 


In any organization, no matter how well run, there will 
probably be some conflicting lines of authority. So, in preparing 
for and while conducting the survey these basic organizational 
rules should always be kept in mind, and one of the goals of the 
survey should be to establish MANAGEMENT GUIDES or, at 
least, functional organization charts for each position in 
management. 


The most important step in conducting a survey is to have 
the complete backing of top management and to have this 
clearly understood by all department heads. The next step is 
to define objectives of the survey and to decide with top level 
management that certain operations will or will not be included 
in the survey. Resolve these decisions to written work order 
outlining the scope and objectives of the survey, including an 
estimate of the cost of the survey. 


The Survey 


Select the survey crew for their analytical ability, knowl- 
edge of the operations to be covered, tact, judgment and ex- 
perience. Accountants, especially those who have had systems 
work, and engineers (industrial) seem to be the best group from 
which to make the selection. However, the analytical ability 
tact, and judgment of the individual are prime requisites. The 
surevy crew can be split and assigned to separate departments, 
one man to make a complete survey of a particular department. 
Or, the team can work together, descending on one department 
in a body. I won’t attempt to say which method is better, but 
if there are specialists on the team, they should probably 
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conduct the complete survey of that department in which they 
specialize. 


Information about individual jobs can be obtained either 


by having the employees describe their duties and show the 
time involved on questionnaires, or the survey team members 
may sit down with the employee and have him show exactly 
what he does and the reasons therefore. I prefer a combination 
of both, using the questionnaire for obtaining organizational 
functions from the supervisors of departments and the personal 
interview for obtaining detailed job information. 


The following is designed to obtain organizational and 


functional information necessary to the conduct of the survey: 


1. Prepare and distribute (accompanied with a form letter 


from the President) an organizational questionnaire to be 

filled out by every executive down to the lowest supervisory 

level. Request the following information in the 
questionnaire: 

(a) To whom do you report? 

(b) From what other executives do you receive 
instructions? 

(c) Who reports to you directly? 

(d) Describe briefly the objectives and principal functions 
of your job. 

(e) What are your relationships with other organizational 
units? 

(f) What is the extent of your authority in connection 
with the above? (i.e. to make final decisions, to ap- 
prove, to approve jointly with, to collaborate with, to 
recommend, review, or submit to, etc.) 

(g) Suggestions for improvement. 


Analysis by survey team of questionnaires to determine 

whether: 

(a) Any essential functions not provided for 

(b) Activities currently performed which appear non- 
essential 

(c) Apparent duplications or overlappings in functions 
performed by two or more units. 

(d) Apparent conflicts in lines of authority or misunder- 

standings of individuals as to their responsibilities 

and authorities, to whom they report and who reports 

to them. 
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. In making the analysis, it is very helpful to write a brief 


statement of each function on a 4” x 6” card and key it to 
the unit currently performing the function. 


. Sort cards so that like or similiar functions are grouped 


together. 


. Determine from the above functional grouping, the 


following: 

(a) What functions must be performed to accomplish the 
objective of the organization. 

(b) The best type of organization to accomplish the ob- 
jective: functional, product, geographic, line and staff, 
or a combination. 

(c) The number of subordinates that should report di- 
rectly to the chief executive. 

(d) A tentative plan for carrying out the principal func- 
tions of each organizational unit reporting to the chief 
exectuive. 


. Discussion with individual executives and supervisors re- 


garding any questions raised by above analysis. 

Test the plan from the chief executive’s standpoint by 

taking typical operating problems and decide which Orga- 

nizational Unit will handle. If there is hesitation as to 
where the problem belongs, the plan will require further 
study. 

Determine if the plan is satisfactory to each executive re- 

porting to the chief executive as to the following: 

(a) The grouping of functions assigned to each executive is 
logical. 

(b) Responsibilities and authority are clearly defined. 

(c) Relationships with other executive at point of contact 
are fully explained and not subject to misinterpreta- 
tion. 

Repeat the above for all levels of supervision. 


As a check, take each major operation and trace the flow 

of the procedure through the organization by means of a 

correlation chart (flow chart) to determine whether: 

(a) All necessary functions are provided for. 

(b) Work flows in the simplest and most direct manner, 
with no unnecessary steps or backtracking. 

(c) On procedures involving more than one department, 
responsibilities and authorities at points of contact are 
clearly defined. 
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11. Determine present manpower for each major function and 
organizational unit showing grade or class of employee. 

12. From the above, decide which organizational units would 
probably be most productive of results if surveyed and 
conduct surveys of such groups. 

In conducting the survey at Kenworth plant in Seattle, we 
used the questionnaire procedure for supervisors or department 
heads and the individual interview with all other employees in 
the departments selected for survey. We also obtained or pre- 
pared functional organization charts for each of the depart- 
ments. After reviewing the functions set forth for all of the 
departments and making notes of apparent weaknesses and 
overlapping, we decided to start by conducting the survey of 
the accounting department. 

Employee Relations 

One of the most important things to remember is to obtain 
the co-operation of all of the employees while obtaining the 
information about their individual jobs. Discuss procedures to 
be followed with the section or department supervisor and have 
him notify the employees in his department that the survey is 
going to be conducted. When you first sit down with an em- 
ployee, introduce yourself and briefly tell him that you want to 
find out all about his job just as though he were breaking you in 
to do the job. Explain that you will take notes on what he tells 
you; that you want copies of all pieces of work, where it comes 
from and where he sends it; the approximate number that pass 
his desk daily, weekly or monthly; how much of his time is con- 
sumed in each function performed; and request recommen- 
dations as to any changes or improvements he would care to 
make. Explain that your notes will be available for his in- 
spection upon completion of the interview and that you don’t 
wish to write anything down that he doesn’t concur in. 

I would like to emphasize the importance of soliciting sug- 
gestions for improvement from the individual employee. Fully 
half or more of the survey crew’s recommendations will origi- 
nate with one or more of the employees. The survey crew will, 
of course, have to evaluate the recommendations and may have 
to crystallize them into a workable form, but the germ of most 
of the ideas will originate with the people interviewed. 

At all times while conducting the survey, interviewing 
employees, reviewing notes, etc., keep the following in mind: 

1. Is the work being done essential? 
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2. Is it being done the best way? 
3. Is it being done at the proper place? 


Work Distribution Chart 

After accumulating all the forms used by a department, and 
after completing the interviews to obtain job information, the 
jeb evaluation starts. The first step in evaluating the job in- 
formation is to prepare what I will call a work distribution 
chart. This is prepared by listing the names of the personnel 
in a particular department across the top of a columnar sheet 
and detailing the jobs performed vertically. The hours neces- 
sary to perform each job are shown beneath the name of the 
personnel performing the job. When all of the information has 
been listed, a composite picture of the functions performed is 
obtained which shows who performs each function and the time 
necessary for performance. This approach sometimes reveals 
glaring weaknesses wherein some functions take considerable 
time out of all proportion to their importance. For example, at 
Kenworth it was determined that the time consumed in check- 
ing invoices to customers was greater than the time of preparing 
the invoices. 

This work distribution chart is very important from the 
standpoint of establishing manpower requirements and is also 
beneficial in establishing work standards or standards of per- 
formance. I'll discuss this a little later. 

After critically analyzing the functions performed by in- 
dividual employees and the department as a whole, a com- 
parison should be made with the functional organization charts 
previously prepared to make sure that the functions performed 
by the department under review cover only those set forth on 
the organization chart and that no other functions are being 
performed that are not covered. Any functions being performed 
for which no provision is made on the functional chart should 
be pulled out and a determination made as to where they belong 
or if it is necessary that the function be performed. 


Any functions or jobs that are unnecessary or are being 
changed or simplified can be evaluated as to time saving by 
reference to the work distribution chart. By eliminating the 
hours for the functions changed or eliminated, a revised man- 
power requirement for the department at a given level of 
operation can be determined. This manpower requirement 
should be expressed in terms of some easily measured volume, 
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such as people on payroll, number of vendors invoices, number 
of sales orders, sales invoices, etc. 

Of course, measuring manpower requirements for perform- 
ing certain functions on the basis of sales order, etc., must first 
take into account standards of performance for each function. 
These standards can be established fairly readily in a rough 
manner for operations performed by more than one person by 
taking an average of the performance of individuals and of the 
group as a whole and setting the standard somewhat above the 
average for the group but below that of the most efficient. Other 
functions can be measured either by setting as a standard the 
time required in the past, or if it appears that the time involved 
is too great, the committee can make its own timed test run of 
the work involved to set the performance standard. Other 
functions may require a supervisor, so the standard for that 
function is one or more supervisors, plus so many people who 
actually perform the work. 

The next step is to evaluate the various functions remain- 
ing on the work distribution chart by category of employee re- 
quired to perform the work. For ease of discussion, the classes 
of employees will be limited to the following: 

Class 1 — Junior clerk 

2 — Clerk 
3 — Senior Clerk 
4 — Accountant 

Each function on the work distribution chart would be 
assigned a number corresponding to the lowest grade of em- 
ployee capable of performing that particular function. For ex- 
ample, if one operation required filing of purchase orders in a 
numerical file and also in an alphabetical file, that function 
could be handled by a Class 1 employee. If, however, the 
function required pulling the purchase orders from a closed file, 
matching receiving sheets and invoices to the purchase order 
and comparison of the data on each, then refiling, the function 
should be assigned to a higher class of employee, such as 
Class 2. Job descriptions, rate ranges and job classification can 
also be developed from the information obtained by the survey 
crew. 

All of the factors necessary to establish manpower re- 
quirements are now available. The hours of each class of em- 
ployee are added up and converted into numbers of people to 
perform the functions, and the work of the department assigned 
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to the various people so that each has a full load and some are 
not overburdened while others do not have enough to do. This 
will probably require some shifting of functions between indi- 
viduals, or reassignment of some employees. 


The functional organization chart is now revised and en- 
larged to include the manpower information broken down by 
classes of employees. A summary report showing previous man- 
power requirements and revised manpower is also prepared 
which shows whether any savings resulted from the survey. 
Another chart showing basis used to determine manpower re- 
quirements is also prepared so that subsequent increase or de- 
crease in volume of work can also be adjusted in manpower re- 
quired. A list of all recommendations is also prepared. These 
recommendations should be discussed informally with the de- 
partment supervisor before formalizing so that he is aware of 
what you are doing. In most cases you can obtain his con- 
currance before they are ever presented to management which 
means they will be adopted and will succeed as he thus becomes 
a party to the plan. If he does not concur on some of the recom- 
mendations and they are of a minor nature it may be best to 
forsake them if you can thus gain his concurrance on the more 
important items. I can’t emphasize this too strongly — discuss 
the recommendations with the supervisor so that they are not 
sprung on him cold by the President or General Manager. 
Sometimes he may not concur immediately but often when he 
thinks them over, especially when you are backed up with all 
of your analyses of the functions, he will usually agree. If he 
has some pet peeve, maybe you can correct the cause in the 
course of your survey and he thus becomes very co-operative. 


Presentations of Recommendations 


The next step is to present your recommendations to man- 
agement. This can be done very well by preparing a formal 
presentation of the recommendations with the following in- 
cluded in this order. 


1. Covering letter. 
2. Before and after manpower chart. 


3. Breakdown by major functions or hours required under 
present procedures tying into the manpower chart, with 
another column showing the revised hours required 
keyed into the list of recommendations. 
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List of recommendations with the names of the indi- 
viduals recommended for effectuating the changes and 
the target dates for completing the changes. 
Functional organization chart with function, responsi- 
bility and authority, and relationships with other de- 
partments fairly well spelled out. 

Procedural flow charts covering any major changes in 
procedure. 

Copies of any revised forms recommended. 


The final report is presented to the chief executive officer 
who should go over the report with the survey crew so that he 
understands fairly well what the recommendations entail. 


Conclusion 


In conclusion, I would like to briefly enumerate the main 
procedures to follow in conducting a survey: 


1, 


10. 


Discuss with management the general objectives, 
method of conducting a survey, current organization 
and manpower, and have a general letter issued to all 
departments giving the survey management’s blessing. 
Obtain or prepare functional organization charts as 
they exist prior to survey. 

Obtain from the supervisors or department heads com- 
pleted questionnaires setting forth their functions, re- 
sponsibilities and authority, and relationship with 
other departments. 

Correlate functional information obtained from ques- 
tionnaires into functional organization charts. 

Obtain detailed job information by individual inter- 
view. Discuss with supervisor before starting inter- 
views and have him break the ice. 

Prepare work distribution chart and classify work 
performed. 

Analyze data, summarize recommendations, prepare 
work standards, apply work standards to remaining 
functions and prepare revised manpower requirement. 
Discuss informally recommendations with depart- 
ment supervisor and obtain his concurrence if possible. 
Prepare report to management. 

Assign recommendations to individuals for effectuat- 
ing, and establish deadlines. 
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